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areas covered include insurance and wills,
estates, and trusts.
After each subject is discussed, the author
presents previous CPA exam questions and the
answers which he has prepared for the ques
tions. The questions were taken from CPA
exams of several previous years and include
both objective and discussion questions.

INDIANA TELEPHONE CORPORATION,
ANNUAL REPORT for Year Ended De
cember 31, 1969
Even in accounting literature, it is unusual
to review a corporation’s annual report. Due
to the special nature of the financial state
ments presented by Indiana Telephone Cor
poration in the 1969 annual report, a break
with tradition appears to be justified. ITC’s
report is a forerunner in the presentation of
price level adjusted financial statements. The
adjustments were made in accordance with
the APB’s Statement No. 3 except for the
treatment of inflationary gains on long-term
debt and preferred stock. ITC did not carry
these gains to income unless the debt or stock
was retired—a more conservative approach.
The report of the independent auditor,
Arthur Andersen & Company, gives a clean
opinion on the historical cost statements and
has an added paragraph asserting that the
adjusted statements “more fairly present the
financial position. . .and the results of opera
tions. . . .” One wonders about the implication
that there are degrees of fairness in financial
reporting. That is, however, a fly speck com
pared with this giant step toward reporting
the impact of inflation rather than leaving it
to speculation.

This book, written in simple, easily under
stood language, is recommended to anyone de
siring a concise review of commercial law.
Mary C. Neely
State Technical Institute at Memphis
Editor's Note:
Mrs. Neely speaks with authority regarding this
book as “a must” for the CPA candidate. She
passed the law section of the CPA exam after
reading the book.

(continued on page 19)

Indiana Telephone and Arthur Andersen &
Company merit the praise all pioneers deserve
but seldom receive.

Dr. Marilynn G. Winborne, CPA
University of Arizona
MANUAL ON COMMERCIAL LAW: UNI
FORM COMMERCIAL CODE EDITOR,
A. Lincoln Lavine; Third Edition, PrenticeHall, Inc., Englewood Cliffs, New Jersey,
1968, $10.95.
For the candidate for the CPA examina
tion, this review of commercial law is a must.
The book is written in outline form with
each chapter covering a particular topic such
as law in general, contracts, sales, commercial
papers, partnerships, and corporations. Minor
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WHAT INTERNATIONAL FINANCE
MEANS TO THE UNITED STATES
An accountant with extensive practical experience in the field of international finance
discusses with unusual clarity the development of finance among nations.
Loraine T. Ealand, CPA
Orange, California

During those days, many merchant ships
sailed the seas and touched foreign soil. Each
region had its own currency but its value
was often questionable. Exchange was dif
ficult, so in the fourteenth century the med
ieval fair came into being. At these fairs the
moneychangers would meet and decide the
value of all the currencies, which could then
be exchanged for whatever currency seemed
to be the most standard and of the highest
value. In this way people could pay for the
goods purchased and the. sellers could use
the so-called “fair currency” for other goods
to take back to their own homelands. France
eventually became the center of the financial
world and held four annual “settling fairs”
in Lyon for the exchange of currencies.3 Here
then is the beginning of a clearinghouse,
foreign exchange, and the banking system.
The Bank of England was started in 1694
and was the first modern bank of issue.4 It
was privately subscribed, but made loans to
the government of England as well as to
private industry. Less than a hundred years
later the London Clearing House was founded
and the British Government began enacting
a series of laws which succeeded in making
the British pound sterling one of the most
stable currencies in the world. London is also
the center of activity for the international
bankers (sometimes known as the merchant
bankers). These banking houses normally do
not accept deposits or checking accounts, nor
are they available to the man in the street.

When we think in terms of what interna
tional finance means to the United States,
we are really thinking, “what does it mean
to us individually?” The average person has a
great many questions and they are not easily
answered by struggling through words such
as Eurodollars, balance of payments, devalua
tion, gold outflow, International Monetary
Fund, and Special Drawing Rights. Suppose,
therefore, that we go back to a simple be
ginning and work toward the present day
monetary problems. In that way we can dis
cover where we are by looking backward to
where it all began.
Through the Centuries
About 1000 B.C. in Babylon people de
posited their grain, fruit, cattle, and eventual
ly precious metals in return for a receipt
from the central depository. These receipts
were subsequently transferred to third parties.1
This was the beginning of currency.
Although such crude banking eventually
grew into the issuance of coinage and the
minting of money in Greece, Egypt, and the
Roman Empire, it all ended with the bar
barian invasions. Only the moneychangers re
mained until the eleventh century. In that
period, the Lombards of Italy became the
first great bankers and spread into France,
Germany, the Flemish cities, and eventually
to London. Today Lombard Street is still in
the heart of London’s financial center.2
1 Roger Orsingher, “Banks of the World,” trans
lated from the French by D. S. Ault (Macmillan,
1967), p. 1.
2 Ibid., pp. 10-14.

3 Ibid., pp. 15-17.
4 Ibid., pp. 43-44.

LORAINE T. EALAND, CPA, along with her accountant husband, has retired to an avocado
grove, where she does writing and research in the financial field.
Mrs. Ealand was Secretary-Treasurer and a Director of Jabsco Pump Co. which was purchased
in the late '60's by International Telephone and Telegraph Corporation, from which she retired as
Staff Administrative Assistant in 1970. During her sixteen years with those companies, she made
five trips to Europe, working in Switzerland, England, and the Netherlands, and many trips to
Canada. Much of her work consisted of studies for proposed subsidiaries in countries throughout
the world.
A native of Oregon—from an old pioneer family, Mrs. Ealand attended UCLA Extension and
Southwestern University in Los Angeles.
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There was little change in banking in the
United States until after the stock market
crash in 1929. The whole banking system of
the United States was then reformed by the
Banking Act of 1933. Two major changes
took place—(1) the Federal Deposit Insurance
Corporation came into being and (2) the
Devaluation Act went into effect in 1934.
This latter Act actually changed the basis of
our currency from the gold standard to the
gold bullion standard. At that time gold was
pegged for buying or selling at $35 an ounce
by the government. After World War II the
dollar became the most stable currency in
the world and many events took place that
put the United States in the position of being
the greatest financial power in the world.

They include the Rothschilds, Baring Bros.,
The House of Hambros, and several others.
Most of them have offices in other countries
and work on a completely international basis.
They specialize in bills of exchange and are
comparable to money brokers. They are the
bankers who float new loans for governments,
who serve as directors on international mone
tary committees, and who have been respon
sible for much of the world’s growth and
economic expansion.
There are many fascinating stories told
about the trust placed in these merchant
bankers by governments, royalty, and huge
business concerns. According to Joseph Wechs
berg, author of “The Merchant Bankers,” En
gland trusted these men to assist in sub
sidizing the continental nations during the
French revolutionary wars. These banks also
introduced loans to Argentina as early as
1820 and assisted in the development of
many new nations.5

The United States Goes International
The United States began its first real entry
into international finance at the famous mone
tary and financial Conference of the Allied
Governments which was held at Bretton
Woods, N. H., in July 1944. Out of this
meeting came the International Monetary
Fund which became effective December 27,
1945, when 29 governments had signed the
Articles. This group now includes every major
country outside the Communist Bloc. Its pur
pose is to facilitate international cooperation
in monetary matters and, most importantly,
to resolve short-term balance of payment dif
ficulties on the part of any member country.
Having taken its place in the world mone
tary system, the United States then began a
program of keeping dollars in circulation. Im
mediately after World War II, the countries
of Europe had no production and therefore
needed American-made goods. Since we need
ed exports to keep our balance of payments
in line, we were only too glad to ship machin
ery, raw materials, agricultural products, and
production-line manufactured goods to all the
markets in the free world. However, these
countries did not have American dollars to
pay for these goods.
Several international agencies were estab
lished in the postwar years in an attempt to
solve the problem—among them the Interna
tional Bank for Reconstruction and Develop
ment (the World Bank), the International
Finance Corporation, and the International
Development Agency. These agencies raised
monies for and made long-term Ioans to gov
ernments and to private industry. In addition,
the United States established the Inter-Ameri
can Development Bank (for aid to Latin
America) and the Agency for International
Development (for aid to underdeveloped na-

Early Days in the United States
In 1829 Barings of London made the first
loan to a North American state. Eventually
seven so-called American banking houses in
London were making loans to industry or
states in North America. In 1836 there were
massive crop failures in the United States;
credit had been overextended, with the usual
accompaniment of speculation. As a result,
many of the loans made to entities in the
United States went into default. Some of the
banking firms in London failed and American
investments became undesirable. A heavy cam
paign was introduced to force the North
American borrowers to meet their commit
ments, but it was not until 1848 that the
United States was again in good credit stand
ing.6
Eventually London money financed Amer
ican railroads. After the Civil War ended in
1865, the House of Rothschild, along with a
few other merchant bankers, provided the
gold cushion for the United States currency.
The United States did not actually have a
sound monetary system until 1913. At that
time the Federal Reserve Act was signed by
Woodrow Wilson creating the Federal Re
serve Regional Banks. Notes issued by the
Federal Reserve became the most widely used
currency, supplanting gold coins, gold cer
tificates, and notes issued by various national
banks. It is difficult to believe that less than
60 years ago the dollar had no real stability.
5 Joseph Wechsberg, “The Merchant Bankers”
(Boston, Little, 1966), p. 102.
6Ibid., p. 96.
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tions of particular strategic and political im
portance to the U. S.).

they would not exchange them for the cur
rency of that country until needed. Many of
these dollars were never used, and they be
came part of the billions of Eurodollars now
abroad. Tourists cashed traveler’s checks, and
many of these dollars stayed in the country
where they were cashed. Today American
banks are borrowing these Eurodollars and pay
ing high interest rates because they cannot bor
row enough from the Federal Reserve to meet
the demand for money.
During the ’60’s, affairs grew progressively
worse. The American balance of payments
began to show an ever increasing deficit.
The soundness of the dollar was beginning
to be questioned in foreign markets, and by
the latter part of 1967 the United States was
being asked to redeem currency with gold
at the pegged price of $35 an ounce. During
the first three quarters of 1967 our deficit
was only $2.6 billion, but in the fourth quarter
of 1967 it rose sharply to $7.3 billion. The
total balance of payments deficit for the year
1967 was $3.6 billion, which was nearly triple
that of 1966. Part of this was due to our
efforts in helping Great Britain stabilize the
pound after it was devalued in November
1967. At that time the United States lost
$900 million in gold reserve. Even worse for
the balance of payments, trade deteriorated.
In November 1967, the United States had a
$316 million trade surplus; by December it
had dropped to only $79 million.

Outflow of Dollars
All the wheels had been set in motion after
World War II to aid friends and allies, to
help in the reconstruction of both Germany
and Japan, and, of course, to maintain troops
and their dependents at either United States
or NATO bases in various parts of the world,
mostly Europe and Japan. American manufac
turing companies were turning out products
as fast as they could; the economy was thriv
ing; more people began to open savings ac
counts, purchase stocks, and own their own
homes; and the dollar prospered. Interest rates
were more favorable in this country than in
any country abroad so foreign securities were
freely sold in America. The result—our dollars
fled to other countries.
The United States spent millions of dollars
keeping its servicemen and their families on
foreign soil with a consequent loss of dollars
which were spent abroad.
The citizens of the United States began to
travel. Not even the days of the locust could
compare with our tourist invasion of Europe
and the Orient. We bought all the silver
treasures that every great house in England
could get into the hands of the dealers in
London’s famous silver vaults. The dollars
kept flowing away.
Being the richest country in the world,
the United States made huge advances to the
World Bank to assist in stabilizing the cur
rencies of other countries.
In addition, domestic corporations began to
see the profits to be made in foreign countries
so they went overseas to establish foreign
subsidiaries and branches. True, some of this
came back in the form of dividends, but much
of it stayed abroad.
The net result of all this was a rich country
with a beautiful balance sheet and very little
cash on hand. In plain terms, the United
States had too many short-term liabilities and
too many long-term assets. Much of the assets
were represented by capital invested in foreign
factories.
With this flow of money abroad, the socalled “Eurodollars” were created. This is
actually a misnomer, since Eurodollars are
United States dollars which are deposited in
foreign banks, whether they are in Canada,
Japan, Asia, Europe, or any place outside the
United States. London is the center of activity
for trading in Eurodollars. Many firms in the
early ’60’s who decided to expand in Europe
would transfer funds and ask that they be
placed in “dollar accounts,” which meant that

The 1968 Gold Crisis
The United States had devalued the dollar
only once in its history; but in foreign markets
the rumors began to spread that the United
States would have to place controls on foreign
exchange, that it might decide to stop buying
and selling gold at $35 an ounce, that the
government was lax in taking necessary steps
to correct the financial situation. All of these
things led to a lack of confidence abroad
in the dollar.7
Feeling kept building up to a fever pitch
and on March 11, 1968, the scramble in
foreign markets to buy gold began. A normal
day on the London gold market would see
about 3.5 tons sold. On March 14, 225 tons
of gold were traded.8 It was the largest gold
rush for trading in history. The dollar’s posi
tion was so shaken that tourists abroad could
7 Interview with head of First National City Bank
of New York, “Future of Dollar-Gold-Prosperity,”
U. S. News and World Report, January 22, 1968,
p. 36.
8 Time Chart by J. Donovan, Time, March 22,
1968, p. 24.
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operating abroad cannot manufacture and ship
back here for government contracts unless
they can show a savings.
3. The complete tying of aid to export
could be put into effect. This would upset
tradition, as American policy has always been
in favor of multilateral trade. Since late sum
mer of 1969 there have been many discussions
on protective tariffs as well as the opening
of trade with some of the Soviet bloc countries.
4. High interest rates established by the
Federal Reserve are helping to discourage
borrowing by foreign corporations. This has
been in effect for the past two years with
somewhat controversial results.
5. Efforts can be made to attract foreign
capital. One of the major corporate acquisi
tions in late 1969 was accomplished by funds
borrowed in Germany and England. So the
pendulum is swinging and the dollars are
beginning to come home, but at a very high
interest rate.
6. Exports to foreign countries can be in
creased. Rising labor costs in the United
States have almost priced this country out
of the export market, but Europe is now
being caught in the same predicament. There
is an acute labor shortage in West Germany
and wages in other countries have risen stead
ily. Now the United States is trying to ac
quaint foreign buyers with American products
and is trying to point out to firms that have
never exported the tremendous opportunities
that await them if they will only make the
effort. Once again the fair comes into the
discussion, but this time it is the trade fair.
These are often permanent trade centers in
major cities such as London, Frankfort, and
Bangkok. At these centers, manufacturers can
Measures to Strengthen the Dollar
exhibit for about six weeks at a time. Fre
Later in 1968 the balance of payments quently they will set up their entire dis
showed a small surplus due to steps taken tribution during this period.
to strengthen the position of the dollar. Some
7. The last and most unattractive solution
of the measures that can or have been taken is the establishment of controls and restric
tions. The average citizen of the United States
to accomplish this are:
1. Military expenditures abroad could be glories in his tradition of being footloose and
reduced. The easiest way would be for allied fancy-free to travel and to spend his money
countries to share more of the expense. How where he will. He does not want to accept
ever, this has been a problem from the days exchange control, travel restrictions, or any
of the Eisenhower Administration to the pres other restraints. Voluntary control of capital
investment abroad was established in 1965
ent.
2. The United States could strengthen the and became mandatory on January 1, 1968.
“Buy American” policy. For all buying under
government contract, a foreign bid must be Problems in Other Countries
more than 50% lower than a domestic bid to be
Other countries, all leaders in the world
considered. Consequently, domestic companies of international finance, have had their prob
lems too. Great Britain suffered severe econom
ic crises during the 1960’s. In 1964 and again
9“Europe-Speculative Stampede,” Time, March in 1966, the labor government cut back spend
ing, borrowed money, and hoped for expan
22, 1968, p. 10.

not cash traveler’s checks and for a few days
hotels and merchants in Europe refused to
accept the dollar.
Who was causing this terrible panic? Ac
cording to Time, it was the money speculators
who thought the United States could not
maintain the $35 price very long. Gold re
serves were low, so they were gambling on a
price increase.9
Finally pressure grew so great that on
March 14 the United States decided it could
no longer keep on feeding gold out of the
country. A telephone call was placed to the
Chancellor of the Exchequer in Great Britain
asking if London would close down its gold
market and shut off the flow from the gold
pool. That night Prime Minister Wilson called
on the Queen of England, who issued the
order that the London market would not open
for trading gold on March 15. All other mar
kets throughout the world, except for Paris
Bourse, followed suit. Pandemonium resulted
there, but many of the speculators lost—in
stead of making—money. That weekend all
the nations who belonged to the gold pool
were invited to send their top financial men
to Washington, D. C., where a top level
conference took place.
The result of this meeting was the decision
not to honor the $35 per ounce gold com
mitment on the free market any longer. From
that day on, only banks would be able to
redeem dollars in gold, resulting in what is
known as a two-tier system. The free market
is available to the speculators and industrial
users at whatever price level it reaches, but
the trading is small and no large runs can
be made against the dollar under this system.
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sion in production. The government floated
a series of loans from the International Mone
tary Fund, the U. S. Export-Import Bank,
the Bank for International Settlements, Swiss
banks, and other international banks. Each
of these loans bought time for Great Britain
to try to increase her productivity and accumulate gold reserves. Finally in November
1967, Great Britain had to submit to the
pressure on the pound sterling and to devalue
it from $2.80 to the dollar to $2.40. Im
mediately the six Common Market countries
joined in the international rescue operation
and contributed $1.4 billion to the Internation
al Monetary Fund for a loan to the British.
The devaluation meant the virtual end of
sterling’s large role as an international cur
rency. It meant that Britishers would have
to pay more (14.3%) for needed imports. But
it also meant that Great Britain could com
pete more favorably in exporting its own
manufactured goods.
In September 1969, the newspapers re
ported that Britain’s overseas trade moved
decisively out of the red in August and scored
the first monthly surplus in more than three
years. The pound immediately rose in Lon
don’s foreign exchange markets. Just the week
before, the government also announced a bal
ance of payments surplus for the first half
of 1969 and stated that the country was pay
ing its way in the world for the first time in
seven years.
France has had a similar experience. In
August 1969, the French franc was devalued.
President Pompidou and his ministers pre
pared new austerity measures, budget cuts,
and control edicts to be put into effect by
the end of September 1969. The French
government estimated that it would take from
three to five years before France would again
have a sound economy and took steps to
refinance much of its short-term borrowings.

cussion, the International Monetary Fund man
aged to obtain an agreement by the 10 leading
industrial nations to create a new reserve
asset which should activate $9.5 billion during
the next three years. This is to be used when
ever necessary to help stabilize the currency
of any one of the members.
Many persons call the Security Deposit
Receipts “paper gold,” and the entire scheme
is extremely controversial. However, this is
the result of many years of study by the
leading economically developed nations to find
a solution to the problem of international
liquidity. The SDRs will not be as freely
usable as gold, nor as acceptable as freely
convertible currencies such as the dollar. They
will not be available to individuals but are
only for use between banks. They will, in
effect, be the least strong of any international
currency. In spite of all this, because of the
strength of the International Monetary Fund,
they can hold the tide for a country in
distress.
At a meeting in San Francisco in the fall
of 1969, top economists from many countries
expressed varying opinions as to the success
of the Security Deposit Receipt. To quote a
Los Angeles Times staff writer, “A Frenchman
said paper gold won’t work, an Englishman
said it will work, a South African said the
idea was a cheap sham, and an American
said opposition to it stems only from those
with self-interest and those who resist
change.”10

The Future
Be that as it may, there is no answer to the
question of its success today. This will only
be given by history. In the meantime the
International Monetary Fund will continue its
study of methods of adjusting exchange rates
for national currencies.
To the individual, shifts in monetary policy
can have far-reaching results. As accountants
who deal with both management and the
public, it is our duty to keep informed. The
more we know of what is happening from
day to day, the better we can foresee what
will happen in the future. Not only that, but
the greater our knowledge of the problems
in other countries, the larger our own world
becomes. Perhaps that reason alone becomes
the greatest motivation of this age.

Special Drawing Rights
From this discussion of the many pressures
that can be brought to bear politically, the
difficulty of keeping an economy growing in
any country over an indefinite period, and
the long history of fluctuation in currencies
of all countries, grave questions emerge—What
can be done to prevent these tremendous
impacts on the world’s leading currencies?
What can be done to keep the dollar stable?
Naturally, the greatest financial brains in the
world are working on this problem constant
ly. The latest development is the Special
Drawing Right. After eight weeks of dis

10Arelo Sederberg, “Top World Economists
Clash on Paper Gold,” Los Angeles Times, Septem
ber 17, 1969, Part III, p. 8.
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SMALL BUSINESS AND
GOVERNMENT CONTRACTS
The author reminds us that small business firms often produce goods and services for
the government and points out how the government reviews cost records for reason
ableness.
Margaret M. Worthington
Burbank, California

As a result of the continued government de
mand for supplies and services, government
contracts are playing an ever increasing role in
our national economy. Government contracting
affects not only the giants of industry but small
business as well.
For the purpose of government procure
ments, a small business concern is defined as
one that is independently owned and operated,
is not dominant in the field of operation in
which it is bidding on government contracts,
and can further qualify (with its affiliates)
under the criteria concerning sales volume or
number of employees established for each in
dustry. A small business concern can be any
form of business organization—a corporation,
individual proprietorship, partnership, or joint
venture. A business enterprise which meets all
of these requirements can be certified as a
small business concern for the purpose of
government procurements.
The government is interested in assuring
that small business is awarded a fair share of
government work either under subcontracts or
prime contracts. Government contracts and
subcontracts under government prime con
tracts are awarded in one of two ways: formal
advertising or negotiation. Under formal adver
tising, bids are solicited from a sufficient num
ber of qualified sources in order to provide for
free competition in prices. Normally, materiel
procured by formal advertising (bids) is used
by industry and the general public as well as
the government—what could be called “off
the shelf” items. The prices are established by
supply and demand and are quoted the same
for both industry and government.
The second type of procurement is by
negotiation. Materiel purchased by this type of

contracting represents items made to specifica
tions supplied by the government or prime
contractor. Since this type of materiel is not in
common use, the price quotes submitted by
the prospective contractor (or subcontractor)
are supported by statements and analysis of
estimated costs or other evidence of the rea
sonableness of the prices.

NEGOTIATED CONTRACTS
Contractors submitting proposals to the
government for a negotiated procurement in
excess of $100,000 are required, in accordance
with the Armed Services Procurement Regula
tions and Public Law 87-653, to submit cost
or pricing data and to certify that the data are
accurate, complete, and current as of the date
of contract negotiation. The purpose of this
law is to foster truth in negotiations by having
the seller make complete disclosure of the basis
for his proposal. Form DD 633, which is the
standard form for the submission of cost pro
posals to the government, states that the con
tractor is to identify the data that is verifiable
and factual. In addition, he must submit in
formation explaining his estimating process, in
cluding the judgmental factors he applied, the
methods he used to project estimates from
known values, and the contingencies which he
included in the proposed costs. This require
ment places a good deal of responsibility upon
the contractor for establishing and maintaining
sound estimating procedures.
The government negotiating team, headed
by the contracting officer, and including a
price analyst, contract auditor, and technical
specialist, evaluates the proposal using the
techniques of price analysis and cost analysis.
Price analysis is used on every procurement

MARGARET M. WORTHINGTON is a Senior Auditor with the Defense Control Audit Agency.
In addition to her auditing duties, Miss Worthington also heads the Advanced Audit Tech
niques program in her office and is responsible for training and assisting audit personnel in
such techniques as statistical sampling, correlation analysis, and time-shared computer pro
grams.

Miss Worthington, a graduate of UCLA School of Business Administration, is Vice President
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and refers to the process of comparing the
proposed price with other prices, such as the
price offered by another supplier, the price of
a similar product, or the price negotiated on
the prior year’s procurement of the same item.
Cost analysis is used by the government
team in conjunction with price analysis on all
procurements over $100,000 where price com
petition is not adequate. Cost analysis is the
evaluation of the individual cost elements (in
cluding backup cost and pricing data and all
the factors used by the contractor in develop
ing his estimate of costs) which comprise the
contractor’s proposal. Cost analysis is normally
performed by government contract cost audi
tors using generally accepted auditing tech
niques.

mination of allowable costs under cost reim
bursement contracts.
Under the provisions of Section XV, cer
tain cost elements, such as interest expense, do
nations, and entertainment expenses, are not
considered allowable under government cost
type contracts. Individual items of cost not
specifically unallowable, such as those listed
above, are evaluated on the basis of reason
ableness, allocability, the application of gen
erally accepted accounting principles, and the
specific contract terms. A cost is considered
reasonable if it doesn’t exceed an amount
which would be incurred by an ordinarily
prudent businessman in the conduct of com
petitive business. In determining what is rea
sonable, consideration is given to:

GOVERNMENT REVIEW
A topic of particular interest to a small
business concern contemplating entrance into
the field of government contracting is the ex
tent and types of government reviews and
audits to which he will be subjected.
A small businessman’s initial introduction to
the government auditor will take place prob
ably at the pre-award survey. This survey is
performed at the specific request of the con
tracting officer prior to the award of the con
tract. The purposes of the survey, from an
audit standpoint, are to gain general infor
mation about the organization and operation
of the firm and to determine the adequacy of
the cost accounting system for the accumula
tion and identification of costs under govern
ment contracts. There are many different cost
accounting systems, with varying degrees of
complexity, which can be considered adequate.
The cost accounting system should provide
the means of measuring the reasonableness of
incurred costs, particularly since the system is a
major source for data used in the preparation
of proposals.
Audits of incurred costs are required for
all cost reimbursement type contracts. Cost
reimbursement type contracts establish the
estimated total cost at the time of contract
award in order to obligate government funds
and to establish a cost ceiling which the con
tractor may not exceed without advance notifi
cation to the government. Contracts of this
type are used primarily on research and de
velopment effort. This involves an audit not
only of direct charges to the contract, but also
of the indirect expense pools, such as manu
facturing overhead and general and adminis
trative expenses, which are allocated on some
basis to the direct cost input. Section XV of
the Armed Services Procurement Regulations
establishes general principles for the deter

1. whether the cost is generally recognized
as ordinary and necessary,
2. the restraints imposed by such factors as
sound business practices and arm’s
length bargaining,
3. the action that a prudent businessman
would take in the circumstances, con
sidering his responsibilities to the owners,
employees, and customers of the busi
ness and to the government and public
at large, and
4. whether significant deviations from the
established practices of the contractor
have resulted in substantial increases in
contract costs.
A cost is considered allocable to govern
ment work if: it is incurred specifically for a
government contract, such as a direct labor
charge; it benefits both government contracts
and commercial work, such as employee
benefits expense; it is necessary to the overall
operation of the business, such as help wanted
advertising.
An integral part of the ability of the De
partment of Defense to maintain flexibility in
military procurements and to obtain the maxi
mum use of procurement funds is its ability
to terminate contracts for the convenience of
the government. A standard clause is inserted
in every government contract which reserves
the government the right to terminate the con
tract. When a contract is terminated for the
convenience of the government, the contractor
is entitled to reimbursement for his costs in
curred to date on the terminated portion, a
reasonable profit for work performed, and
settlement expenses incurred in the prepara
tion of the termination claim. The contracting
officer submits all prime contractor termina
tion claim proposals over $2,500 to the De
fense Contract Audit Agency for appropriate
11

examination. The auditor’s review will include
a review of the contract terms, a verification
of the termination inventories, and a deter
mination that only items allocable to the termi
nated portion of the contract are included in
the claim.
The last area of audit review to be in
cluded in this discussion is the post award
review. The present defective pricing clause
which is being inserted in defense contracts is
the result of Public Law 87-653, passed in
1962. This law, commonly known as the
“Truth in Negotiations” Law, was enacted to
give the government a legal right to adjust a
contract price when that price was based on
inaccurate, incomplete, or noncurrent cost or
pricing data. The objective of the post-award
review is to make a factual determination that
all information or data available to the con
tractor at the date of negotiation was either
properly or improperly reflected by cost ele
ment.
CONCLUSION
The small business enterprise which relies
in whole or in part upon government con
tracts or subcontracts under government pro
curement for its revenues must accept the
responsibilities and conditions of government
contracting. However, the prudent business
man will find that the opportunities and re
wards which can be achieved in government
contracting, as a result of proper management,
good cost controls, and sound estimating pro
cedures, make it all worthwhile.
The information in this article has been based on
material from Armed Services Procurement Regu
lations, Sections I, II, III, XV, 1969 and Depart
ment of Defense, Armed Services Procurement
Regulations Manual for Contract Pricing, 1969.

income over the period estimated to be bene
fited but not in excess of forty years. A de
ferred credit should not be recorded unless the
noncurrent assets, as defined, are reduced to
zero. No part of it should be added to stock
holders’ equity at date of acquisition.
The opinion also provides that goodwill
previously recorded by an acquired company
should not be carried forward.

TAX FORUM
(continued from page 18)
not be able to use the alternative tax compu
tation on capital gains nor the 50% maximum
tax on earned income computation. Taxpayers
receiving lump sum distributions from em
ployee benefit plans will not be able to com
pute the ordinary income portion under Sec
tion 72, which would result in double aver
aging benefits.
Those taxpayers who were married or di
vorced during the four preceding years which
will be used in the base period for the income
averaging will need to reconstruct the base
period income. Thus, marriage and divorce
continue to have more tax implications than
romantic implications in our modern world.

Increase in the standard deduction
Accelerating itemized deductions in 1970
may prove to be beneficial to some taxpayers
in view of the increase in the standard deduc
tion beginning in 1971. This increase will
take place over the next three years as follows:

Near
1971
1972
1973

Rate
13%
14%
15%

Ceiling
$1500
$2000
$2000

Decrease in rates for single taxpayers
Single taxpayers and heads of households
get a break in tax rates starting in 1971; by
1972 single taxpayers will pay tax which will
not exceed 120 percent of the tax that would
be paid on the same taxable income on a joint
return. The head-of-household rates fall half
way between the joint return rates and the
new single rates. This group of taxpayers will
find it advantageous to defer any noncapital
income they can to 1971 and 1972, as they
will be benefiting not only from the reduction
in rates but also from end of the surcharge
which is still with us in 1970. Married couples
filing separate returns will no longer look to
the single rate schedules to compute their
taxes, but now have their own special schedule.

THEORY AND PRACTICE
(continued from page 15)
that if estimates change, the unamortized cost
should be allocated over the revised useful
life. It also provides that if estimation of value
and future benefits indicate that the unamor
tized cost should be reduced significantly that
the deduction should be included as an extra
ordinary item in the determination of net in
come.
As to “negative goodwill,” the opinion pro
vides that it be used to reduce the value as
signed to noncurrent assets acquired (except
long-term investments in marketable securities)
and that any balance be recorded as a de
ferred credit and amortized systematically to
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THEORY AND PRACTICE
Current Studies and Concepts
EILEEN T. CORCORAN, CPA, Special Editor
Arthur Young & Company
Chicago, Illinois

The Accounting Principles Board of the
American Institute of Certified Public Ac
countants has issued its long awaited opinion
on business combinations. It is APB Opinion
No. 16 and is effective for business combina
tions initiated after October 31, 1970. Business
combinations initiated before November 1,
1970 and consummated on or after that date
under the terms prevailing on October 31,
1970 may be accounted for in accordance
with this opinion or applicable prior pro
nouncements of the Board or its predecessor
committee. The provisions of the opinion are
not to be applied retroactively to business
combinations consummated before November
1, 1970.
The background section of this opinion is
well worth reading. It discusses the . develop
ment of both the pooling of interests and the
purchase methods of accounting and provides
a very necessary basis for conceptually under
standing the opinion. The opinion provides
that a single method, either pooling or pur
chase, be applied to an entire combination
(part-purchase part-pooling is no longer ap
propriate) and that the two methods are not
alternatives in accounting for the same business
combination.

5.

6.

7.

Poolings of Interests
8.
Conditions for Pooling of Interests Method
1. Each of the combining companies is
autonomous and has not been a sub
sidiary or division of another corpora
tion within two years before the plan
of combination is initiated.
2. Each of the combining companies is
independent of the other combining
companies.
3. The combination is effected in a single
transaction or is completed in ac
cordance with a specific plan within
one year after the plan is initiated.
4. A corporation offers and issues only
common stock with rights identical to
those of the majority of its outstand
ing voting common stock in exchange
for substantially all of the voting

9.

10.

11.
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common stock interest of another
company at the date the plan of
combination is consummated.
None of the combining companies
changes the equity interest of the
voting common stock in contempla
tion of effecting the combination
either within two years before the
plan of combination is initiated or
between the dates the combination is
initiated and consummated; changes
in contemplation of effecting the com
bination may include distributions to
stockholders and additional issuances,
exchanges, and retirements of secur
ities.
Each of the combining companies re
acquires shares of voting common
stock only for purposes other than
business combinations, and no com
pany reacquires more than the normal
number of shares between the dates
the plan of combination is initiated
and consummated.
The ratio of the interest of an individ
ual common stockholder to those of
other common stockholders in a com
bining company remains the same as
a result of the exchange of stock to
effect the combination.
The voting rights to which the common
stock ownership interests in the re
sulting combined corporation are en
titled are exercisable by the stock
holders; the stockholders are neither
deprived of nor restricted in exercis
ing those rights for a period.
The combination is resolved at the
date the plan is consummated and no
provisions of the plan relating to the
issue of securities or other considera
tion are pending.
The combined corporation does not
agree directly or indirectly to retire
or reacquire all or part of the common
stock issued to effect the combination.
The combined corporation does not
enter into other financial arrange
ments for the benefit of the former

stockholders of a combining com
pany, such as a guaranty of loans
secured by stock issued in the com
bination, which in effect negates the
exchange of equity securities.
12. The combined corporation does not in
tend or plan to dispose of a significant
part of the assets of the combining
companies within two years after the
combination other than disposals in
the ordinary course of business of the
formerly separate companies and to
eliminate duplicate facilities or excess
capacity.

These conditions are further explained in
the opinion and reference thereto is necessary
for a full understanding of them.
Application of Pooling of Interests Method
The principles listed in the opinion for ap
plication of the pooling of interests method are
substantially the same as the ones in use for
the past several years. A significant difference
is that poolings consummated after the end of
the period for which the financial statements
are being issued should not be included in the
formal financial statements. Rather it provides
that the notes to the financial statements
should disclose the revenue, net income, earn
ings per share, and the effects of anticipated
changes in accounting methods. The opinion
provides that such changes in accounting meth
ods, as well as changes made in consummated
poolings, should be applied retroactively and
that descriptions of them and their effects
should be given.

changes in stockholders’ equity and
amount of and manner of accounting
for intercompany transactions.
5. Descriptions of the nature of adjust
ments of net assets of the combining
companies to adopt the same account
ing practices and of the effects of the
changes on net income reported pre
viously by the separate companies
and now presented in comparative
financial statements.
6. Details of an increase or decrease in re
tained earnings from changing the
fiscal year of a combining company.
The details should include at least
revenue, expenses, extraordinary
items, net income, and other changes
in stockholders’ equity for the period
excluded from the reported results of
operations.
7. Reconciliations of amounts of revenue
and earnings previously reported by
the corporation that issues the stock
to effect the combination with the
combined amounts currently present
ed in financial statements and sum
maries. A new corporation formed to
effect a combination may instead dis
close the earnings of the separate
companies which comprise combined
earnings for prior periods.

If a corporation is reasonably assured that a
business combination which has been initiated
but not consummated at the date of the finan
cial statements will be consummated and will
meet the pooling of interests criteria, the
opinion provides that common stock acquired
at the date of the financial statements by dis
bursing cash or other assets be recorded at
cost and common stock acquired in exchange
for common stock be recorded at equity in
net assets of the acquired corporation at the
date of acquisition. It also provides that until
the pooling of interests method of accounting
for the combination is known to be appropri
ate, the investment and net income of the
investor corporation should include the propor
tionate share of earnings or losses of the ac
quired corporation. Furthermore, the investor
corporation is required to disclose the results of
operations for all prior periods presented as
well as the entire current period as they will be
reported if the combination is later accounted
for as a pooling of interests.

Notes to financial statements
The opinion also provides that notes to the
financial statements should disclose the fol
lowing:

1. Name and brief description of the com
panies combined, except a corpora
tion whose name is carried forward to
the combined corporation.
2. Method of accounting for the combina
tion—that is, by the pooling of in
terests method.
3. Description and number of shares of
stock issued in the business combina
tion.
4. Details of the results of operations of
the previously separate companies for
the period before the combination is
consummated that are included in the
current combined net income. The
details should include revenue, extra
ordinary items, net income, and other

Other Matters
The size test, 3 to 1 in the exposure draft
and later set at 9 to 1, has been eliminated
from the opinion. This appears to fit into the
14

concept expressed in the opinion that a new
basis of accountability does not result as long
as only similar equity interests are exchanged.
Purchases
Application of Purchase Method
All business combinations which do not
meet the pooling of interests criteria are re
quired to be accounted for as purchases using
the historical-cost basis of accounting. The
opinion states that the acquisition date should
ordinarily be the date assets are received and
other assets are given or securities are issued.
However, for convenience the end of an ac
counting period between the dates a business
combination is initiated and consummated
may be designated.
It states that the designated date should
ordinarily be the date of acquisition for ac
counting purposes if a written agreement pro
vides for transfer of effective control of the
acquired company on that date without re
strictions except those required to protect the
owners of the acquired company. It also states
that results of operations subsequent to this
date should be included in the income state
ment of the acquiring company based on its
cost of the acquired company.
The opinion discusses in detail the ac
counting principles to be applied in account
ing for the acquisition of a business combina
tion as a purchase both as to how cost of an
acquired company should be determined and
how the assets acquired and liabilities as
sumed should be recorded. Also included is a
discussion of contingent issuances based on
earnings and on security prices. Much of this
discussion deals with matters with which ac
countants who recently have been involved in
accounting for business combinations are fa
miliar. For those not so involved, it is required
reading.

stock issued or issuable and the
amount assigned to the issued and
issuable shares.
5. Description of the plan for amortiza
tion of acquired goodwill, the amorti
zation method, and period.
6. Contingent payments, options, or com
mitments specified in the acquisition
agreement and their proposed ac
counting treatment.

Information relating to several relatively minor
acquisitions may be combined for disclosure.
Notes to the financial statements for the
period in which a business combination occurs
should also include as supplemental informa
tion the following results of operations on a
pro forma basis:

1. Results of operations for the current
period as though the companies had
combined at the beginning of the
period, unless the acquisition was at
or near the beginning of the period.
2. Results of operations for the immedi
ately preceding period as though the
companies had combined at the be
ginning of that period if comparative
financial statements are presented.
The supplemental pro forma information
should as a minimum show revenue, income
before extraordinary items, net income, and
earnings per share. To present pro forma
information, income taxes, interest expense,
preferred stock dividends, depreciation and
amortization of assets, including goodwill,
should be adjusted to their accounting bases
recognized in recording the combination. Pro
forma presentation of results of operations of
periods prior to the combination transaction
should be limited to the immediately preceding
period.

Notes to financial statements

Goodwill
Two significant differences between present
accounting practices and those enumerated in
the opinion deal with accounting for goodwill.
The opinion provides that “positive good
will” should be amortized by the straight-line
method—equal annual amounts—over its esti
mated life unless a company demonstrates that
another systematic method is more appropri
ate. The period of amortization whether origi
nal or revised cannot exceed forty years. The
opinion requires a company to evaluate the
period of amortization continually. It provides

The opinion provides that notes to the
financial statements should disclose the fol
lowing:
1. Name and a brief description of the
acquired company.
2. Method of accounting for the combina
tion—that is, by the purchase method.
3. Period for which results of operations
of the acquired company are included
in the income statement of the ac
quiring corporation.
4. Cost of the acquired company and, if
applicable, the number of shares of

(continued on page 12)
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TAX FORUM
ANNE D. SNODGRASS, CPA, Editor
Texas Instruments Incorporated
Dallas, Texas

Year-end tax planning under the Tax Re
form Act of 1969 can best be described as a
mathematics marathon. For those who have
income or deductions which can be deferred
or accelerated, the possibilities are so numer
ous that only after performing dozens of cal
culations and projections can taxpayers satisfy
themselves that every potential advantage and
disadvantage has been considered. The com
plexity is partially due to the various transition
provisions of the 1969 Act and partially due
to the interaction of one provision on another.
The following brief outline points out some
of the new provisions which should be con
sidered by the average taxpayer in his annual
effort to minimize the final bite. Space does
not permit an in-depth analysis of each pro
vision, so proceed with caution and armed
with supplemental explanations.

Capital gains and losses
This has been a year of marked fluctuations
in the stock market, so many taxpayers are ap
proaching year-end 1970 with an excess of
capital losses over capital gains. The 1969
Act amended Sections 1211 and 1212 of the
Internal Revenue Code severely restricting
the amount of long-term capital losses which
can be deducted from ordinary income. First
long-term capital losses are applied against
capital gains in the same manner they were in
prior years. Rut, when the losses exceed the
gains only half of the excess can be used as a
deduction against ordinary income. Thus, a
$2,000 long-term loss will result in an allow
able deduction of $1,000, which is the maxi
mum available in any one year. Married cou
ples can no longer file separate returns and
each take advantage of the $1,000 deduction,
but will be limited to $500 each. Carryovers
are still available, but can be deducted only
against capital gains and then against ordinary
income in the same manner as current year
excess long-term losses. Carryovers from years
prior to 1970 will not be subject to the new
limitations.
As an example, assume the taxpayer has a
$5,000 long-term capital loss and a $1,500
short-term capital gain. First, he can net out
his gain of $1,500 which will leave a $3,500
net loss. Of this loss, he can use $2,000 to

create a $1,000 deduction against his ordi
nary net income in 1970. This will leave
$1,500 to carry over to the next year. If he has
no capital gains or losses the next year, he
can use the carryover against ordinary in
come to the extent of $750. And that is the
end of his long-term loss.
In addition to the restrictions on capital
loss deductions, the high bracket taxpayer is
also going to face higher taxes on his net long
term capital gains. The maximum tax under
the alternative tax computation has been in
creased from 25% to 35% for long-term capital
gains in excess of $50,000. Transitional rules
included in amended IRC Section 1201 phase
this increase in rate over a three-year period,
so the 1970 maximum is 29½%, 32½% in 1971,
and in 1972 it reaches the 35% maximum. The
25% rate will continue to apply to amounts re
ceived prior to 1975 which are long-term gains
resulting from transactions entered into prior
to October 9, 1969, but such amounts will re
duce the $50,000 amount subject to the 25%
maximum tax.
For example, assume a taxpayer has net
long-term gains of $100,000, of which $30,000
is a payment on a building sold in 1968 which
is being reported on the installment basis.
The $30,000 is eligible for the maximum 25%
rate, but it will reduce the $50,000 which is
automatically eligible for the lower rate. So,
the maximum gain at the lower rate is still
only $50,000. However, if the gain from the
installment transaction had been $70,000, then
the 25% would apply to the entire $70,000, but
no more. After 1975 the 25% will apply to the
first $50,000 only, regardless of when the
transaction took place. For this reason, tax
payers may want to consider speeding up the
realization of income from pre-October 9,
1969, transactions in order to maximize the
amount of capital gains on which the 25% rate
will apply. This affects only those taxpayers
in the over-50% tax brackets.

Tax preference items and the minimum tax
Taxpayers in all tax brackets will feel
another pinch on their capital gains income—
that is the minimum tax on tax preference
items. Fifty percent of net long-term capital
gains must be included in the tax preferences
17

is a material income-producing factor can be
included. Earned income also includes gains
and net earnings derived from inventions,
works of art, literature, and other property
created by the taxpayer. Capital gains do not
qualify as earned income, however. Income
from deferred compensation plans does not
qualify as earned income except for compensa
tion in the form of restricted stock taxed under
new Section 83.
In order to reap the maximum benefits of
this provision of the 1969 Act, taxpayers earn
ing abnormally high salaries may want to con
sider divesting themselves of investments
which give rise to tax protected income and
thus dilute eligible taxable earned income.
However, caution should be exercised as it
would be very simple, without numerous longrange projections, to turn a current year’s
savings into a later year’s disaster. It appears
that the benefits from the 50% maximum tax
provisions are somewhat illusory, so taxpayers
who are planning to make use of this device
must proceed very carefully.

to determine if the taxpayer is subject to the
10% minimum tax. New Code Sections 56, 57,
and 58 impose a 10% tax on the excess of total
preferences over (a) $30,000 plus (b) the tax
payer’s income tax liability. In addition to 50
percent of net long-term capital gains, other
tax preferences are excess investment in
terest expense, accelerated depreciation on
personal property subject to a net lease, ac
celerated depreciation on real property, amorti
zation of certified pollution control facilities,
amortization of railroad rolling stock, the bar
gain element in stock options, bad debt deduc
tions of financial institutions, and depletion
allowances. Most of the so-called “tax pro
tected” items involve additional deductions
against certain types of income, such as rentals
from real estate and royalties from oil and
gas properties. The taxpayer will therefore
have to decide if the extra deductions against
ordinary income provide sufficient tax benefits
to justify the cost of the minimum tax.
The tax preference items are not only im
portant from the standpoint of the extra 10%
tax, but will also have an impact after 1970
on the taxpayer’s ability to optimize any
benefits he may receive from the 50% maximum
tax on earned income.

Liberalized income averaging provisions
Of benefit to both the high and low bracket
taxpayers are the new provisions liberalizing
the income averaging rules (Sections 1301 to
1305 of the Code). This may prove to be a
much more useful tool than the 50% maximum
provisions and should be tested as a part of
the year-end tax planning routine. Under the
prior law taxpayers could average their taxable
income (except for long-term capital gains,
income from wagering, and income from prop
erty received as a gift or inheritance) over a
five-year period which included the current
year and four preceding years. The excess of
the current year’s taxable income over 133
percent of average taxable income of the four
prior years was taxed at a lower rate.
Under the new provisions, the current year’s
averageable income must exceed the average
of the preceding four years by only 20 per
cent plus $3,000 instead of the 33⅓ percent
plus $3,000 required under the prior law. In
addition, long-term capital gains, income from
wagering, and income from property received
as a gift or inheritance can be included as
averageable income.
Taxpayers making use of the income aver
aging benefits will have to forgo the use of
other benefits which minimize the tax rate.
Income from distributions from accumulation
trusts is not eligible for averaging since it has
its own averaging device built in when there
are throwback distributions. Taxpayers will

50% maximum tax on earned income
Although this provision of the Tax Reform
Act isn’t applicable to 1970 tax returns, it
should be considered in 1970 planning
in the event that tax savings could be effected
by deferring earned income to 1971. This
provision, which is new Code Section 1348, is
also subject to transitional rules and becomes
fully effective in 1972. The maximum tax in
1971 will be 60%.
The formula for computing earned income
is not exactly straightforward, and this is
where the tax preference items cited above
will have some future impact. Earned taxable
income is the same ratio to taxable income as
earned net income is to adjusted gross income.
Earned taxable income must then be reduced
by the greater of (a) the current year’s tax
preference items over $30,000 or (b) the
average tax preference items over $30,000 for
the current year and four prior years. This is
not the taxable tax preference items, but the
total tax preference items in excess of $30,000.
So balancing substantial tax preference items
against large income tax liabilities is not going
to save the taxpayer seeking relief under this
section.
Earned income includes salary, wages or pro
fessional fees, etc., received for personal ser
vices rendered. But only 30 percent of the
profits from a trade or business in which capital

(continued on page 12)
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REVIEWS
(continued from page 4)
“AN EXTENSION OF THE SYSTEM OF
ACCOUNTS: THE SEGREGATION OF
FUNDS AND VALUE.” R. A. Rayman,
JOURNAL OF ACCOUNTING RE
SEARCH, Volume 7, Number 1, Spring
1969.

“It may well be that funds analysis has
been developed not so much for its own sake
as in response to limitations of the conven
tional income statement and balance sheet.”
So muses R. A. Rayman as he attempts clarifi
cation of the muddied stream. To distill a
flow of funds, free of adulteration with value
concepts and working capital, he proposes
new definitions of asset accounts. These in
turn develop into a new accounting equation.
He identifies funds, or purchase potential,
as current claims of the firm that are not re
stricted to a specific resource. They are con
nected with transactions between the firm and
outsiders as non-specific claims are created
and cancelled. Although not exclusively cash,
their most convenient measure is monetary
and he refers to the stock of current claims
as “funds stock”.
Value, or service potential, is kept within
the asset grouping in conformity with the con
cept of assets as stores of value but he defines
a new category as non-funds assets. He con
siders these as claims restricted to a specific
resource such as plant, inventories, prepaid
rent, etc. Unlike the fund assets, they may
be noncurrent as well as current.
He severely prunes the rest of the con
ventional balance sheet, i.e., equity and lia
bilities. Equities emerge as noncurrent claims
of outsiders, including the owners of the firm,
against the entity of the firm. Liabilities in the
traditional sense do not exist. Current liabil
ities, as commonly understood, become neg
ative funds stock or negative non-funds as
sets. The noncurrent form of liability has been
relegated to the equity group. Tables and
charts liberally illustrate the author’s system
of posting the accounts and support his con
tention that value changes can, and must, be
distinguished from the flow of funds.
The resulting accounting equation is Assets=Equities, which requires an imaginative
jump from familiar accounting plateaus.
The article notes that difficulties arise for
the accountant in analysis of changing values
of inputs as they are modified within the firm.
It is pointed out that present day accounting

is income-oriented with the result that con
ventional data processing systems tend to
mix identities of funds and value. This is
especially apparent when there is a strict
application of the matching concept with its
accruals and prepaid accounts. An accrual in
Mr. Rayman’s system becomes a negative cur
rent claim and, thus, part of the fund flow. A
prepaid item such as inventory is a non-fund
asset.
The author observes that fund and value
flow are so intertwined in conservative ac
counting practice that any advance toward
the reporting of value would imply a retreat
from strict fund accounting. This would deter
an accountant schooled in legal responsibility
from reporting on the stewardship of funds.
“It is easy to see the reason for the current
vogue of abandoning the funds concept al
together in favor of the apparently less trouble
some concept of working capital.” But this
opens a Pandora’s box of problems, the most
obvious being the dilemma of how to value
inventories.
R. A. Rayburn is Lecturer in Accounting at
the University of Bradford. His article is a
serious effort to remedy a professional em
barrassment. It is highly theoretical but very
readable and presents some cogent arguments.

Constance T. Barcelona
Camargo County Club, Cincinnati

Editor’s Note:
The AICPA Library Committee has pre
pared a revised list of books and publications
suggested for an accountant’s library. This list
is divided into the following categories: Gen
eral Reference, Tax Services, AICPA Pub
lications, Official Pronouncements of AICPA
Technical Committees, and Periodicals.
In a section entitled “Supplements to the
Basic Library” are listed books and pamphlets
in the following areas: Accounting Theory,
Principles and Practices; Auditing; Commer
cial Law; Cost and Managerial Accounting;
Governmental Accounting; Internal and Oper
ational Auditing; Investment and Security
Analysis; Mathematics of Finance; Organiza
tion and Management; Small Business; Spe
cialized Accounting Systems and Practice;
Statement Analysis and Interpretation; and
Taxation. The listing also provides the ad
dresses of 31 publishing houses.
The list is available upon request from the
American Institute of CPAs, 666 Fifth Avenue,
New York, New York, 10019.
M.E.D.
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Over 10,500 successful CPA candidates
have been coached by
International Accountants Society, Inc.

Donald R. Morrison, CPA,
President of IAS, says:

“If you don’t pass your CPA examination after
our CPA Coaching Course, we’ll coach you
without additional cost until you do!”
Any CPA will tell you it takes more than accounting
knowledge and experience to pass the CPA examination.
You must know the quick, correct way to apply your knowl
edge, under examination room conditions.
How you budget your exam time, for example —how you
approach each problem or question — how you decide,
quickly, the exact requirements for the solution — construct
an acceptable presentation — extract relevant data — and use
accounting terms acceptable to the examiners.
That’s where the International Accountants Society can
help you. As of June 1, 1969, 10,559 former IAS students
who had obtained all or a part of their accounting training
through IAS had passed CPA examinations. Our CPA Coach
ing Course is proven so effective we can make this agree
ment with you:

“If any IAS CPA COACHING COURSE enrollee
fails to pass the CPA examination in any state
after meeting all the legal requirements of the
state as to residence, experience, preliminary edu
cation, etc., IAS will CONTINUE COACHING
WITHOUT ADDITIONAL COST until the en
rollee is successful.”

Approved under the GI Bill
The IAS CPA Coaching Course as well as the full IAS
accounting curriculum is approved under the GI Bill. You
start any time you please—there are no classes, no fixed en
rollment periods. So, you can make maximum use of the
time available, starting as soon as you enroll and continuing
right up to the examination dates.

Send today for free report
To get the complete story on how you (or some member
of your staff) can benefit from the proven IAS CPA Coach
ing Course, just fill out and mail the coupon below. No
obligation.

International Accountants Society, Inc
A Home Study School Since 1903
209 W. Jackson Blvd.
Chicago, Illinois 60606
Att: Director of CPA Coaching
Please send me your new report on the IAS CPA Coaching
Course. I understand there is no obligation.
4F1-224
Name..........................................................................................

Address.........................................................................................
The IAS CPA Coaching Course is designed for busy ac
countants. You train at home in your spare time, at your own
pace. Most important, every lesson is examined and graded
by one of our faculty of CPA’s, who knows exactly the prob
lems you’ll face in your CPA examination.
If you need refresher training in certain areas, IAS will
supply, at no extra cost, up to 30 additional elective assign
ments, complete with model answers, for brush up study.

City.................................................................................................

State.............................................................. Zip..........................

Employed by.................................................................................

Approved under the GI Bill.
□ Check here if entitled to GI Bill benefits.
Accredited Member, National Home Study Council.

